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ADVANCE LETTER ON 



GENERAL BUSINESS CONDITIONS 

June 15, 1921 



The Index 

CURVE B, representing business, continued to move 
downward in May, at about the same rate as in 
April. The change is due to a fall in both of the series on 
which this curve is based (wholesale prices and outside 
clearings), but mainly to the recession of commodity 
prices. Although the movements of the other curves 
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of both industrial and railroad stock prices. On May 5 
the average price of twenty industrials reached $80.03, 
the highest figure recorded since the slump of last No- 
vember and December. On June n the average had 
fallen to $69.70, only three points above the low point 
($66.75) recorded on December 21. Railroad stock 
prices also have been weak, falling from an average of 
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INDEX CHART. The items locating curves A, B, and C all refer to complete calendar months and the points are plotted in the middle of the spaces allotted to the months. 

Group A — Speculation: New York Bank Clearings, Shares Traded on the New York Stock Exchange, Price of Industrial Stocks. 

Group B — Business: Bank Clearings Outside New York City, Bradstreet's Price Indices. 

Group C — Banking: Rate on 4-6 Months Commercial Paper, Rate on 60-90 Day Commercial Paper. 



were somewhat more favorable in May, the downward 
movement of curve B recorded continued readjust- 
ments and dullness in many lines of trade. A consider- 
able decline of stock prices has occurred since the middle 
of May. It is possible that this reflects the results of the 
depression of 1920 and the very dull trade of the past 
spring, rather than that it forecasts further adverse 
business developments. Since last January curve A, 
representing speculation, has moved alternately up- 
ward and downward, and it would be premature at this 
time to conclude that recent recessions in stock prices 
mean more than a continuation of the sidewise move- 
ment of the last four months. This sidewise movement 
during the first half of 192 1 probably means that the 
present period of business recession will not be followed 
by a marked revival, but rather by a period of very 
gradual and halting improvement. 

Speculation 

The outstanding feature of speculative markets dur- 
ing the month ending June 11 was persistent recession 



.38 on May 9 to $68.99 on June 11, compared with 
the recent low point of $67.86 recorded on April 14. 

There was no new adverse development of the past 
month important enough to explain the violent declines 
that took place in stock prices. The dullness in the 
automobile trade, stagnation in the steel industry, the 
difficulties of the railroads, the losses in inventories 
shown by recent reports of industrial corporations, and 
the reduction or passing of dividends may reflect past or 
current conditions rather than future prospects. Nor- 
mally stock prices look to the future rather than to the 
past, but occasionally, for short periods, future business 
conditions are not correctly forecast. Is the slump in 
the market during the past month (a) a correct dis- 
counting of a further decline in business or is it (b) a 
mistaken movement contrary to fundamental condi- 
tions, similar to the rise in March 1920 and the decline 
in August 1919? 

The rise in stock prices in March 1920 was in the face 
of high and increasing interest rates (Index Chart, curve 
C); the fall in stock prices in August 1919 was in the 
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face of declining rates. At the present time, although 
interest rates are high, they are declining; the banking 
situation has improved steadily since last autumn; and 
the outlook is for lower rates. Fundamental money 
market conditions in June 1921, therefore, favor a side- 
wise or slightly upward movement of security prices 
rather than such a violent drop as has taken place. 

If the stock market is making an accurate forecast of 
declines in business, we should not expect the end of the 
present business recession before autumn. If the recent 
downward movement of stock prices, however, is pres- 
ently followed by a strong upward movement, it would 
give evidence that the trough of business depression has 
been passed or is very near at hand. 

Business 

Bradstreet's index of wholesale prices for June 1 was 
$10.62, a decrease of 1.9 per cent from the index for May 
1. Five of the thirteen groups of commodities on which 
it is based declined and five increased, while three were 
unchanged. As compared with May 1, when eleven 
groups declined and the index fell 4.8 per cent, this 
indicates considerably greater firmness in commodity 
markets and perhaps the near approach of price stab- 
ilization. Dun's index, recording the smallest drop in 
more than a year, gives evidence of the same kind; and 
the index of building costs computed by the Aberthaw 
Construction Company was only four points lower (172) 
on June 1 than on May 1, the smallest drop in recent 
months. 

The volume of business, as shown by bank clearings 
outside New York City, fell from 13,370 million dollars 
in April to 12,760 millions in May, a decrease of 5 per 
cent, which is somewhat more than the usual pre-war 
seasonal decline. As was the case in April, New Eng- 
land made relatively the best showing; while the south- 
ern states, which suffered the greatest decline in April, 
were but little behind New England in May. 

Outside Clearings: Actual Figures 
{Unit: $1,000,000) 

Ratio of Apr. Ratio of May 
May 1921 April 1021 to Mar. 1921 to Apr. 1921 

Middle * 3,140 2,957 95.3 94.2 

New England 1,345 1,340 98.4 99.6 

Middle West 3,77° 3,612 93.9 95.8 

Pacific i,45i I ,34 2 9 2 - 1 9 2 -5 

Other West 1,633 I ,S I 6 90.3 92.8 

Southern 2,032 1,992 89.8 98.0 

Total* 13,372 12,759 93-4 95-4 

* Excluding New York City. 

Recent developments in the general business situation 
throw little light on the future trend of events. On the 
one hand, there is some evidence of a tendency to mark 
time and to avoid large-scale commitments. Some ob- 
servers interpret this to mean that important interests 
are not satisfied with the wage readjustments and 
European settlements thus far accomplished. On the 
other hand the liquidation of bank loans, with conse- 
quent steady easing of money rates, the greater activity 



in retail markets, and the evidences of stability in prices 
referred to above appear to indicate improvement in 
fundamental conditions. Unless June brings definite 
signs of reaction from the moderate improvement of the 
last four months, we shall be inclined to agree with the 
more optimistic of the above points of view. 

Our Foreign Trade Balance 

We expect to publish shortly a supplement to the 
Review covering in detail the balance of international 
payments of the United States for the year 1920, and 
discussing the probable amount of the present unfunded 
balance of indebtedness on this account. Below we 
give a table summarizing the items entering our inter- 
national transactions for 1920, which shows a net credit 
balance for the United States of 1,582 million dollars. 
This figure does not indicate, however, the amount of 

Balance oe International Payments of the 
United States eor the Year 1920 

{Unit: $1,000,000) 

V. S. creditor U. S. debtor 

Exports of merchandise and silver 8,343 



Exports of gold and currency * . 

Government receipts 

Foreign loans paid off 

Interest on foreign investments. 
Freight payments receivable . . . 



445 
57 
57i 
150 
203 



Imports of merchandise and silver 

Imports of gold 

Government credit advances, etc. 

Securities purchased t 

Other foreign investments 

Interest on foreign capital 

Freight charges payable 

Immigrants' remittances, and relief 
Tourists' expenditures 



5,367 
392 
362 
806 
200 
100 
no 
700 
150 

8,187 



Totals 9,769 

Net credit balance 1,582 

* Includes 103 millions in federal reserve notes, 
t Includes 506 millions in new loans. 



unfunded indebtedness due the United States and car- 
ried directly or indirectly by banks. To the credit 
balance of 1,582 millions for 1920 must be added the 
credit balance for 1919, which amounted, according to 
our latest estimate, to 1,091 millions. Combining the 
figures for the two years gives us a credit balance of 
2,673 million dollars. On the other hand, at the end of 
the war there was a balance in favor of Europe of 2,057 
millions, representing mainly dollar credits advanced by 
our government to foreign governments and not then 
used, and credits accumulated by neutrals chiefly by 
the excess of their exports to this country. A consider- 
able part of this was in the form of cash balances in 
American banks. Subtracting this balance in favor of 
Europe from the balance in our favor accumulated 
since the war gives us a present unfunded balance of 616 
millions. Even making allowance for inaccuracies in 
the estimates upon which these figures are based, it 
seems entirely probable that the unfunded credit of the 
United States is now less than one billion dollars. 
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